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Emalahleni Local Municipality 

Report on the financial statements 

Introduction 

1 . I was engaged to audit the financial statements of the Emalahleni Local Municipality set 
out on pages ... to which comprise the statement of financial position as at 

30 June 2016, the statement of financial performance, statement of changes in net 
assets, statement of cash flows and statement of comparison of budget and actual 
amounts for the year then ended, as well as the notes, comprising a summary of 
significant accounting policies and other explanatory information. 

Accounting officer’s responsibility for fhe financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 2015 (Act No. 1 of 2015) (DoRA), and 
for such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 


Auditor-general’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with the International Standards on Auditing. 
Because of the matters described in the basis for disclaimer of opinion paragraphs, 
however, I was unable to obtain sufficient appropriate audit evidence to provide a basis 
for an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. The municipality processed an adjustment of R5 581 927 002 to property, plant and 
equipment without supporting documentation. I was unable to confirm the restatement 
by alternative means. In addition, I identified misstatements in the calculation of the 
values of property, plant and equipment. As a result, the net carrying amount of 
property, plant and equipment was overstated by R63 619 521. 


5. The municipality valued land using values in the valuation roll, but could not provide 
evidence to support the values determined in the valuation roll. I could not verify the 
valuation of land amounting to R2 556 467 910 (2014-15: R2 556 467 910) by 
alternative means, as the municipality’s systems did not permit this. Furthermore, 

GRAP 17, Property, plant and equipment requires an entity to recognise items of 
property, plant and equipment that qualify for recognition as assets in the financial 
statements. Contrary to this requirement, selected land owned by the municipality could 
not be traced to the asset register. I could not quantify the extent of the misstatement, 
as it was impracticable to do so. 

6. GRAP 1 7, Property, plant and equipment also requires an item of property, plant and 
equipment in the course of its construction to be separately disclosed. Contrary to this 
requirement, the municipality did not separately disclose work in progress amounting to 
R240 088 164 (2014-15: R138 151 039) included in the amount of property, plant and 
equipment. 

7. Consequently, I could not determine whether any adjustments were necessary to 
property, plant and equipment of R7 371 487 383 (2014-15: R7 454 371 507) as 
disclosed in note 5 to the financial statements. 


Investment property 

8. The municipality processed an adjustment to investment property amounting to 
R752 019 788 without supporting documentation. I was unable to confirm the 
restatement by alternative means, as the municipality’s systems did not permit this. 
Consequently, I was unable to determine whether any adjustments were necessary to 
investment property of R754 739 788 as disclosed in note 4 to the financial statements. 


Consumer receivables 

9. Included in the consumer receivables balance was other debtors for which the 
municipality provided for an impairment of more than the gross amount by 

R217 983 384. The municipality could not provide adequate evidence for the excess 
impairment. In addition, the municipality could not provide sufficient appropriate audit 
evidence to support journal entries of R13 024 992 processed in consumer receivables. 
I was unable to confirm this by alternative means. Consequently, I was unable to 
determine whether any adjustments were necessary to consumer receivables 
amounting to R617 651 211. 

Receivables from exchange transactions 

10. I could not obtain sufficient appropriate evidence to support other receivables of 

R31 148 949 included in the receivables from exchange transactions, as management 
did not provide appropriate sufficient evidence. I could not confirm this by alternative 
means. As a result, I could not determine whether any adjustments were necessary to 
receivables from exchange transactions. 


Cash and cash equivalents 

11. The municipality could not provide documents to support entries amounting to 

R36 602 272 processed in the cash book for the prior year. I could not confirm these 
entries by alternative means and, therefore, I was unable to determine the account 
balances or classes of transactions that might also be affected by these entries. 



Payables from exchange transactions 

12. The schedule for payables differed from the payables as disclosed in the financial 

statements by R51 406 033. Furthermore, the municipality could not provide documents 
to support journals processed in the corresponding figures amounting to R87 780 153. I 
could not confirm this by alternative means. As a result, I was unable to determine 
whether any adjustments were necessary to corresponding payables from exchange 
transactions of R1 965 506 019(R1 645 038 356) as disclosed in note 18 to the financial 
statements. 


Consumer deposits 

13. I could not obtain sufficient appropriate audit evidence supporting the journal entries 
processed in consumer deposits as disclosed in the financial statements. I could not 
quantify the extent of the misstatement, as it was impracticable to do so. Consequently, 

I was unable to determine whether any adjustments were necessary to consumer 
deposits of R1 16 492 112 (2014-15: R113 903 546) as disclosed in note 19 to the 
financial statements. I could not confirm this by any alternative means. 

Revenue from exchange transactions 

14. I could not obtain sufficient appropriate audit evidence supporting the amount of 

R55 480 000 from the Department of Health included in other income of R76 132 827. 
Consequently, I was unable to determine whether any further adjustments were 
necessary to other income of R1 1 1 216 355 as disclosed in note 25 to the financial 
statements. 

15. In addition, the municipality did not charge some customers for services rendered. 
Consequently, revenue from service charges of R1 281 025 71 1 as disclosed in note 22 
to the financial statements was understated. Consumer receivables was also 
understated by the same amount. I could not quantify the amount of the misstatement, 
as it was impractical to do so. 


Revenue from non-exchange transactions 

16. In terms of section 30(2) of the Property Rates Act of South Africa, 2000 (Act No. 6 of 
2000), the municipality has to charge a rateable rate based on the market value of 
property within its boundaries. The municipality could not provide sufficient appropriate 
audit evidence supporting the accuracy of the valuation performed. I was unable to 
determine the correctness of the valuation performed by alternative means, as the 
municipality’s systems did not allow this. Consequently, I could not determine whether 
any adjustments were necessary to property rates of R371 266 005 (2014-15; 

R335 273 598) as disclosed in note 21 to the financial statements. 

Bulk purchases 

17. In terms of the Framework for the Preparation and Presentation of Financial Statements, 
transactions should be recorded and reported in the accounting period to which they 
relate. The municipality did not record all expenses incurred in the correct financial year. 
Consequently, bulk purchases of R875 772 939 (2014-15: R789 645 332) was 
overstated by R37 523 282. 



statement of changes in net assets 


18. The municipality presented an appropriation amount of R798 682 761 in the statement 
of net assets. I could not obtain sufficient appropriate audit evidence supporting the 
amount presented. Consequently, I was unable to determine whether any adjustments 
were necessary. 

19. I could not obtain sufficient appropriate audit evidence supporting the differences of 
R258 992 691 identified between the accumulated surplus amount disclosed in the 
financial statements and the amounts in the general ledger. 


Cash flow statement 

20. I was unable to satisfy myself as to the completeness and accuracy of the cash flow 
information, due to numerous items contributing to the disclaimer of opinion that affected 
the items in the statements of financial position and performance. 


Commitments 

21 . GRAP 1 , Presentation of financial statements requires the municipality to disclose its 
capital commitments. Contrary to this requirement, the municipality did not disclose all 
capital commitments, resulting in an understatement of commitments of R184 405 401 
as disclosed in note 42 to the financial statements. I could not quantify this 
understatement, as it was impractical to do so. Furthermore, corresponding figures were 
restated and I identified material differences of R44 513 385 due to duplications in the 
commitment schedule. Consequently, commitments as at 30 June 2015 of 

R236 727 737 was overstated by R44 513 385 as disclosed in note 42 to the financial 
statements. 

Irregular expenditure 

22. I was unable to obtain sufficient appropriate audit evidence that the municipality had 
properly disclosed all irregular expenditure, as established internal controls were not 
effective to identify all irregular expenditure. Consequently, I was unable to determine 
whether irregular expenditure of R102 883 122 (2014-15; R66 871 330) disclosed in 
note 51 to the financial statements was fairly stated. 


Disclaimer of opinion 

23. Because of the significance of the matters described in the basis for disclaimer of 

opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on these 
financial statements. 


Emphasis of matters 

24. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 



Restatement of corresponding figures 

25. As disclosed in note 46 to the financial statements, the corresponding figures for 
30 June 2015 have been restated as a result of an error discovered during the year 
ended 30 June 2016 in the financial statements of the municipality at, and for the year 
ended, 30 June 2015. 


Material losses 

26. As disclosed in note 41 to the financial statements, material losses were incurred as a 
result of electricity distribution losses, which represented 41,9% (2014-15: 37,24%) of 
the total electricity purchased. Material losses were also incurred as a result of water 
distribution losses, which represented 46,17% (2014-15: 56,1 1%) of the total water 
purchased. 

Material impairments 

27. As disclosed in note 12 to the financial statements, the receivables balance was 
significantly impaired. The impairment of consumer debtors amounted to 

R1 498 646 665 (2014-15: R1 097 011 840), which represented 70,81% 

(2014-15: 64,14%) of the total consumer debtors. 

Additional matter 

28. I draw attention to the matter below. My opinion is not modified in respect of this matter. 


Unaudited disclosure notes 

29. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose 

particulars of non-compliance with the MFMA. This disclosure requirement did not form 
part of the audit of the financial statements and, accordingly, I do not express an opinion 
thereon. 


Report on other legal and regulatory requirements 

30. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) 
and the general notice issued in terms thereof, I have a responsibility to report findings 
on the reported performance information against predetermined objectives for selected 
development priorities presented in the annual performance report, compliance with 
legislation and internal control. I performed tests to identify reportable findings as 
described under each subheading but not to gather evidence to express assurance on 
these matters. Accordingly, I do not express an opinion or conclusion on these matters. 


Predetermined objectives 


31 . I performed procedures to obtain evidence about the usefulness and reliability of the 
reported performance information for the following selected development priority 
presented in the annual performance report of the municipality for the year ended 
30 June 2016: 

• Infrastructure and basic services on pages ... to ... 

32. I evaluated the usefulness of the reported performance information to determine 
whether it was presented in accordance with the National Treasury’s annual reporting 
principles and whether the reported performance was consistent with the planned 
development priority. I further performed tests to determine whether indicators and 
targets were well defined, verifiable, specific, measurable, time bound and relevant, as 
required by the National Treasury’s Framework for Managing Programme Performance 
Information (FMPPI). 

33. I assessed the reliability of the reported performance information to determine whether it 
was valid, accurate and complete. 

34. The material findings in respect of the selected development priority are as follows: 

infrastructure and basic services 

Usefulness of reported performance information 

35. Section 41(c) of the Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) 
(MSA) requires the integrated development plan (IDP) to form the basis for the annual 
report, therefore requiring consistency of objectives, indicators and targets between 
planning and reporting documents. A total of 47% of the reported indicators were not 
consistent with those in the approved IDP. 

36. Section 54(1 )(c) of the MFMA determines that the service delivery and budget 
implementation plan (SDBIP) adopted by the municipal council may be amended only if 
the council approves an adjustments budget. Changes to the SDBIP in the year have to 
be made in accordance with the process as prescribed per section 28 of the MFMA. 
Material changes were made to 42% of the indicators and 43% of the targets in the 
annual performance report, without following the process as prescribed in section 28 of 
the MFMA and without adoption by the municipal council. 

Reliability of reported performance information 

37. The FMPPI requires auditees to have appropriate systems to collect, collate, verify and 
store performance information to ensure reliable reporting of actual achievements 
against planned objectives, indicators and targets. The reported performance 
information was not reliable when compared to the source information provided. 


Additional matter 

38. I draw attention to the following matter: 




Achievement of planned targets 

39. Refer to the annual performance report on pages ... to ... for information on the 

achievement of the planned targets for the year. This information should be considered 
in the context of the material findings on the usefulness and reliability of the reported 
performance information in paragraphs 35 to 37 of this report. 


Compliance with legislation 

40. I performed procedures to obtain evidence that the municipality had complied with 
applicable legislation regarding financial matters, financial management and other 
related matters. My material findings on compliance with specific matters in key 
legislation, as set out in the general notice issued in terms of the PAA, are as follows: 


Strategic planning and performance management 

41. The SDBIP, used for implementing the municipality's delivery of municipal services and 
annual budget, did not match projections for each month of the revenue to be collected 
(by source) and the operational and capital expenditure (by vote), as required by 
sections 1 and 53(1 )(c) of the MFMA. 

42. Revisions to the SDBIP were not approved by the council, as required by 
section 54(1 )(c) of the MFMA. 

Annuai financial statements and annual report 

43. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. Material 
misstatements identified by the auditors in the submitted financial statements were not 
corrected and the supporting records could not subsequently be provided, which 
resulted in the financial statements receiving a disclaimer of audit opinion. 

44. The annual performance report for the year under review did not include a comparison 
of the performance with set targets, a comparison with the previous financial year and 
measures taken to improve performance, as required by section 46 (1)(a), (b) and (c) of 
the MSA. 


Procurement and contract management 

45. I could not obtain sufficient appropriate audit evidence that contracts had been awarded 
to bidders based on points given for criteria stipulated in the original invitation for bidding 
and quotations, as required by supply chain management (SCM) regulations 21(b) and 
28(1 )(a) and the Preferential Procurement Regulations. 

46. I could not obtain sufficient appropriate audit evidence that bid adjudication committees 
had always been composed in accordance with SCM regulation 29(2). 

47. Construction contracts were awarded to contractors who did not qualify for the contract, 
in contravention of Construction Industry Development Board (CIDB) regulations 17 and 
25(7A). 

48. Thresholds for local content on designated sectors’ procurement were not properly 
applied in accordance with the requirements of preferential procurement regulation 9. 



49. The preference point system was not applied in all procurement of goods and services 
above R30 000, as required by section 2(a) of the Preferential Procurement Policy 
Framework Act of South Africa, 2000 (Act No. 5 of 2000) and SCM regulation 28(1 )(a). 

50. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 1 16(2)(b) of the MFMA. 

51. I could not obtain sufficient appropriate audit evidence that contracts had been awarded 
to only bidders that scored the highest points in the evaluation process, as required by 
section 2(1 )(f) of the Preferential Procurement Policy Framework Act. 

52. I could not obtain sufficient appropriate audit evidence that contracts had been awarded 
to only providers whose tax matters had been declared by the South African Revenue 
Service to be in order, as required by SCM regulation 43. 

53. Sufficient appropriate audit evidence could not be obtained that bids had been 
evaluated by bid evaluation committees composed of officials from the departments 
requiring the goods or services and at least one SCM practitioner of the municipality, as 
required by SCM regulation 28(2). 

54. Awards were made to bidders other than those recommended by the bid evaluation 
committee without ratification by the accounting officer, contrary to SCM 
regulation 29(5)(b). 

Expenditure management 

55. Money owed by the municipality was not always paid within 30 days, as required by 
section 65(2)(e) of the MFMA. 

56. Reasonable steps were not taken to prevent unauthorised expenditure, as required by 
section 62(1 )(d) of the MFMA. 

57. Reasonable steps were not taken to prevent irregular expenditure, as required by 
section 62(1 )(d) of the MFMA. 

58. Reasonable steps were not taken to prevent fruitless and wasteful expenditure, as 
required by section 62(1 )(d) of the MFMA. 

Revenue management 

59. An effective system of internal control for debtors and revenue was not in place, as 
required by section 64(2)(f) of the MFMA. 

60. Revenue due to the municipality was not calculated on a monthly basis, as required by 
section 64(2)(b) of the MFMA. 

Asset management 

61 . An effective system of internal control for assets was not in place, as required by 
section 63(2)(c) of the MFMA. 


Consequence management 

62. Unauthorised expenditure incurred by the municipality was not investigated to determine 
if any person is liable for the expenditure, as required by section 32(2)(a) of the MFMA. 



63. Irregular expenditure incurred by the municipality was not investigated to determine if 
any person is liable for the expenditure, as required by section 32(2)(b) of the MFMA 
and municipal budget and reporting regulation 75(1). 

64. Fruitless and wasteful expenditure incurred by the municipality was not investigated to 
determine if any person is liable for the expenditure, as required by section 32(2)(b) of 
the MFMA and municipal budget and reporting regulation 75(1). 

Internal control 

65. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with legislation. The matters reported below are 
limited to the significant internal control deficiencies that resulted in the basis for the 
disclaimer of opinion, the findings on the annual performance report and the findings on 
compliance with legislation included in this report. 


Leadership 

66. The leadership of the municipality did not effectively monitor the implementation of 
corrective measures put in place to improve the control environment. 

67. The municipality did not have key controls to address the systems of collecting, 
collating, verifying and storing performance information. Standard operating procedures 
for performance reporting were also not effectively implemented to support reliable 
performance information. 

Financial and performance management 

68. Adequate monitoring controls were not implemented by management to prevent errors 
in the accounting and management records. 

69. Regular reviews and reconciliations were not performed to detect and correct errors in a 
timely manner. There was also over-reliance on the consultants for corrective measures. 

70. An effective record-keeping system was not in place to ensure that information was 
retrieved within a reasonable time and that the financial statements and performance 
reports were supported by valid and accurate documents. 

71 . There was a lack of ongoing monitoring of the action plan developed by the municipality 
to ensure an improved control environment. 


Governance 

72. The combined assurance provided by the governance structures was ineffective, due to 
a lack of cooperation and responsiveness by management to some of the key 
recommendations identified by the internal audit unit and the audit committee. 

73. The audit committee and internal audit unit did not adequately review the annual 
financial statements and annual performance report. 



other reports 


74. I draw attention to the following engagements that could potentially have an impact on 
the municipality’s financial, performance and compliance-related matters. My opinion is 
not modified in respect of these engagements that are in progress. 

Investigations 

75. Investigations are being conducted into allegations against some municipal officials. 
These investigations are still in progress. 




Mbombela 
30 November 2016 



Auditing to build public confidence 


